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Newsprint shipments - tons 


Revenue from sales and news- 
print machine rental, less cost 
of sales, selling and adminis- 
trative expenses $4, 047, 058 


Net earnings before minority 
shareholders' interest 1,090, 431 


Minority shareholders' interest 
in earnings of subsidiaries 392,086 


Net earnings 698, 345 


Net earnings per common share 
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REPORT TO THE SHAREHOLDERS 


Your Directors submit the annual report for the year ended December 31, 1971 
together with the consolidated financial statements of the Company. 


SHIPMENTS — OPERATIONS 


In addition to a drop in newsprint demand throughout the world, the newsprint 
consumption in the United States declined 1/2 of 1% as compared to the previous 
year. The reduced demand and a prolonged newspaper strike at an important 
customer necessitated a two week shutdown of mill operations. However, our 
newsprint production and shipments reached new record levels of 225,200 and 
226,900 tons respectively. The increased production was due to the higher oper- 
ating speed of the new newsprint machine. 


The sulphite mill was completed and started up in February 1971. Some pro- 
blems were encountered during the break-in period, and additional equipment is 
now being installed to correct for deficiencies in the original design. These 
additions amounting to approximately $400,000 will be completed by the end of 
March 1972 and the total capital cost for the sulphite mill including these im- 
provements is not likely to exceed the original budget estimate of $6,000, 000. 


The quantity of wood required reached a new high and various means such as 
larger production units and mechanization are underway to minimize increasing 
wood costs. The woodroom improvement program has been completed and wood 
is now being delivered and barked during the winter months. 


Increased mill manufacturing cost per unit of production was essentially the re- 
sult of increased cost of wood, labour and fringe benefits, freight, and fuel. 


EARNINGS 


Consolidated net earnings of $698,345 or $0.18 per common share after payment 
of dividends on preferred shares are down considerably from 1970 comparative 
earnings figures of $1,378,365 and $0.56 per common share. 


Sulphite mill start-up expenses amounting to $237,700 were written off against 
1971 operations. However, no depreciation was taken on sulphite mill assets 
tore 197 1; 


An adjustment in 1969 income taxes of $55,256 being the equivalent of $0.03 per 
share is shown as an increase in Retained Earnings. 


The benefit of an increase in selling price was offset by increased manufacturing 
and freight costs. Revenues from foreign exchange as a result of the decrease 
in the exchange value of the United States dollar dropped from $980,465 to 
$235,222 which is equivalent to a reduction in net after tax earnings per share 
of $0.16. Depreciation and long term debt interest charges were virtually un- 
changed from the previous year. Investment income dropped from $636,100 to 
$377,373 due to the internal financing of the sulphite mill construction, 


In November, your directors decided to temporarily suspend the payment of the 
quarterly dividend on common shares. 


CAPITAL EXPENDITURES 1971 1970 
WOODS 237007 337 796 


MILLS 


Construction: 

Sulphite mill 305 2679 389 
Woodroom 492 568 456 
Others Byles 28H) 1 OO 


Simos toc $5 847 
TOTAL $2 547 739 $6 185 


Mechanical equipment, camp improvements and the construction of a garage 
the Company's wood limits were the major items of capital expense for the 
woodlands division. 


In addition to the major mill expenditures for the sulphite plant and the wood- 
room, the mill program included expenses for water pollution abatement, the 
improvement of newsprint quality and better working conditions, 


POLLUTION 

Over $300,000 was expended in 1971 to reduce water pollution. A major part of 
this program was the installation of pumps and drainers to remove bark fines 
from the effluent being discharged to the Malbaie River. Technical studies were 
conducted in collaboration with water pollution abatement consultants in order to 
plan and detail additional pollution abatement programs which are required to 
meet the standards set by the Quebec Water Board, 


LABOUR RELATION 

During the year, a new labour agreement was signed with the mill workers’ 
union, This new contract will expire at the end of April 1973. Labour relations 
continued to be cordial. 


COMPANY OUTLOOK 

The earnings of virtually all forest products companies dropped appreciably 
during 1971. Not for 25 years has the Canadian pulp and paper industry earned 
so little on invested capital. Newsprint mills operated at 82-1/2 percent of ca- 
pacity; this coupled with escalating costs, the strength of the Canadian dollar in 
exchange markets were the main causes of a disappointing year in 1971. 


The present year 1972, should show some improvement because of a hoped for 
upturn in the economy of the United States and an increase in newsprint demand. 
Operating rate for the Canadian industry should improve due to this hoped for 
increase and because of little new capacity coming on stream and the retiring of 
some machines. Total demand in North America should approach the 1969 level 
and Canadian shipments overseas should improve somewhat following a drop of 
22 percent in 1971 


It is expected that during 1972 there will be some improvement in your Compa- 
ny's earnings over 1971 because of benefits derived from the sulphite mill and 
other recent capital expenditures. The company will also benefit from an in- 
crease in the selling price of newsprint which became effective February 1, 1972. 


BOARD OF DIRECTORS 


Mr. George Donohue former Chairman of the Board of the Company resigned as 
a director of the Company during 1971. Mr. Donohue served for 45 years as 
director of the Company and was successively President, Chairman of the Board 
and Honorary Chairman. Mr. Donohue will continue his association with the 
Company as honorary director and was replaced by Mr. Hervé Hébert who was 
elected to the Board in August 1971. 


We are sorry to report that Mr. W.H. Egan, Executive Vice-President of the 
Company, passed away on January 5, 1972 following many years of loyal service. 
Mr. Egan also served as a member of the Board and of the Executive Committee. 


Mr. Renault St. Laurent, Q.C. who was a director of the Company since 1967 
tendered his resignation as a member of the Board early in 1972. 


Messrs. Robert Cahiza and Raymond Lavoie were elected Directors of the Com- 
pany to fill these two vacancies on the Board. 
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THE DONOHUE COMPANY LIMITED AND ITS SUBSIDIARY COMPANIES 


CONSOLIDATED EARNINGS 


year ended December 31, 1971 


EARNINGS FOR THE YEAR 
Revenue from sales and newsprint machine 
rental, less cost of sales, selling and ad- 
ministrative expenses - Note 5 058 
Gain on foreign exchange ZOSRGLS 
4 282 280 
Investment income SME EE 
4 659 653 
1151-965 
37 507%688 
1 489 964 


Interest on long term debt 


Depreciation - Note 6 


Earnings before income taxes and minority 
shareholders' interest 


Income taxes - payable 
- deferred 


Minority shareholders' interest in earnings of 
subsidiaries 


Net earnings 


Per share (after dividends on preferred 
shares) 


RETAINED EARNINGS 
Balance at beginning 
As previously reported De oiS Dmel OW 
Adjustment of 1969 income taxes 5 5ere 56 
As restated 13 412 363 
Net earnings 698 345 
14 110 708 


Dividends on - preferred shares 515000 
- commom shares 378 000 
Organization expenses of a subsidiary 
written off 
753 000 


Balance at end $ 13 357 708 


THE DONOHUE COMPANY LIMITED AND ITS SUBSIDIARY COMPANIES 


SOURCE AND APPLICATION OF FUNDS 


year ended December 31, 1971 


SOURCE OF FUNDS 
Operations 
Net earnings for the year 378 365 
Depreciation 499 049 
Depletion bWralsp FAs) 
Deferred income taxes 496 346 
Reduction of deferred expenses WO 175 
Earnings allocated to minority shareholders 5060276 
015 506 


Reduction or (increase) of investments set 
aside - to cover cost of capital projects 826 960 


Grant under the Area Development Incentives 
Act 624 194 


Capital stock and debentures of a subsidiary 
purchased by minority interest 347 200 


Adjustment of 1969 income taxes 

__10 813 860, 
APPLICATION OF FUNDS 
Additions to fixed assets, net of disposals 6 204 508 
Long term debt reduction 204 000 


Reduction of long term debt due to minority 
shareholders 


Dividends 


Dividends paid by subsidiaries to minority 
shareholders 


INCREASE IN WORKING CAPITAL 
WORKING CAPITAL AT BEGINNING 


WORKING CAPITAL AT END S 9150123 


THE DONOHUE COMPANY LIMITED AND ITS SUBSIDIARY COMPANIES 


CONSOLIDATED BALANCE SHEET 


December 31, 1971 


asset 


CURRENT ASSETS 

Cash 

Short term investments and deposits 
Accounts receivable 

Grant receivable - Note 4 
Inventories - Note 2 

Prepaid expenses 


FIXED ASSETS 

Real estate, mills, machinery and equipment, 
at cost 

Less: government grant - Note 4 


Accumulated depreciation 


Timber limits, less depletion 
Construction in progress 


OTHER ASSETS 

Short term investment set aside to cover 
cost of approved capital projects 

Grant receivable - Note 4 


SIGNED ON BEHALF OF THE BOARD 


J. N. Cole 
A. Emile Beauvais 


] Directors 


$ 47 414 745 


$ 46 790 662 


liabilities 1971 


CURRENT LIABILITIES 

Bank loan, secured by deposits $ 2 000 000 
Accounts payable and accrued liabilities Zc. 095 
Income taxes payable 

Sinking fund requirements payable within one 

year, less specific deposits for this purpose 


LONG TERM DEBT - Note 3 
DEFERRED INCOME TAXES 


MINORITY SHAREHOLDERS' INTEREST IN 
SUBSIDIARY COMPANIES 


SHAREHOLDERS’ EQUITY 
G/NIPIBLIN IG, SAOSIN 
Preferred shares, issuable in series, 
par value $25 each 
Authorized 500 000 shares 
Issued 240 000 - 6-1/4% cumulative, 
redeemable preferred shares 1967 series 
Common shares without par value 
Authorized 3 600 000 shares 
Issues 1 800 000 shares 


RETAINED EARNINGS 


$ 47 414 


AUDITORS’ REPORT 


We have examined the consolidated balance sheet of The Donohue Company Li- 
mited and of its subsidiary companies as at December 31, 1971 and the conso- 
lidated statements of earnings and source and application of funds for the year 
then ended. We have obtained all the information and explanations we have 
required. Our examination included a general review of the accounting proce- 
dures and such tests of accounting records and other supporting evidence as we 
considered necessary in the circumstances, 


In our opinion, according to the best of our information and the explanations 
given to us and as shown by the books of the company and its subsidiaries, 
these consolidated financial statements are drawn up so as to exhibit a true and 
correct view of the state of the affairs of the company and its subsidiaries as 
at December 31, 1971, the results of their operations and the source and appli- 
cation of their funds for the year then ended in accordance with generally ac- 
cepted accounting principles. Furthermore, after giving retroactive effect to 
the change in the method of recording grants as referred to in Note 4 to the 
financial statements, these principles have been applied on a basis consistent 
with that of the preceding year. 


Samson, Bélair, Cété, Lacroix & Associés 
Chartered accountants 


QUEBEC, March 10, 1972. 


NOTES TO FINANCIAL STATEMENTS 


year ended December 31, 1971 


NOTE 1 — CONSOLIDATION 


The consolidated financial statements include the accounts of all subsidiaries as 
follows: 
Donohue Brothers Sales Corporation, wholly owned, 


Charlevoix Paper Company Limited, 55.4% owned, and 
Malbaie Paper Company Ltd, 65% owned. 


NOTE 2 — INVENTORIES 1971 
Finished products, at average cost ZASE ZS. 


Pulpwood and expenditures on current logging 
operations, at cost So} Bi 3} 


Operating supplies, at lower of cost or net 
realizable value 458 332 


OS5as 


NOTE 3— LONG TERM DEBT 

THE DONOHUE COMPANY LIMITED 

4% Sinking fund bonds series C due August 
15, 1975 - annual sinking fund requirement 
amounts to $75 000 until 1974 and $70 000 
rey JENS: 


5% Sinking fund bonds series D due December 
1, 1976 payable in U.S. funds - recorded at 
par - annual sinking fund requirement amounts 
to $85 000 until 1975 and a balance of $255 000 
due in 1976 


6% Sinking fund bonds series E due February 

15, 1977 payable in U.S. funds - recorded at 

par - annual sinking fund requirement amounts 

to $44 000 until 1976 and a balance of $178 000 

due in 1977 398000 


288 000 


7-1/4% Sinking fund debentures series A due 
August 1, 1989 - annual. sinking fund require- 
ment amounts to $235 000 from 1973 to 1988 500 000 


788 000 


CHARLEVOIX PAPER COMPANY LIMITED 

6-3/4% First mortgage sinking fund bonds 

series A due December 31, 1988, $7 500 000 

payable in U.S. funds - recorded at the 

amount realized when proceeds were converted 

to Canadian dollars - annual sinking fund 

requirement amounts to $441 000 U.S. from 

CM ee Vaele MSR an053 .l25 SeUSoeL ao 


Carried forward 16 841 125 17 045 125 


Brought forward $16 841 125 S 1 O25 125 


Less: Sinking fund requirements due 
within one year 645 138 204 000 


© 16 195.987 S boss 4 1125 


Sinking fund requirements payable annually for the following four years amount 
tos 


WES $ 880 000 W'S Son 000 
LTA, 880 000 oes: Sia O00 


NOTE 4— AREA INCENTIVE GRANTS 

Instalments receivable of $491 340 on a grant under the Area Development In- 
centives Act have been recorded in 1971; of this amount, $245 670 which will 
not be received before 1973 is shown under the caption of Other Assets. In 
1970 only the instalments received were recorded and the net amount after 
amortization and minority interest was shown as contributed surplus, This 
method of recording grants has been changed in 1971 and the total amount of 
the grants is now shown as a deduction from Fixed Assets and 1970 comparative 
figures were restated accordingly. 


NOTE 5— SALES AND COST OF SALES 

Sales and cost of sales figures are not shown on the statement of consolidated 
earnings because the production of one of the company's newsprint machines is 
contracted for under a lease agreement, and the disclosure of the amount of 
sales of newsprint produced on the other machines would be misleading when 
compared to total production and shipments of the entire mill. 


NOTE 6 — DEPRECIATION 

Additions to mill assets acquired since 1969 are depreciated at 5% on a straight 
line basis, whereas assets acquired before the end of 1968 are depreciated at 
10% on the reducing balance. 


No depreciation was taken into account on the new sulphite mill which was oper- 
ated for part of the year. However start-up expenses amounting to approxima- 
tely $237 700 were written off to operations of the current year. 


NOTE 7— COMMITMENTS AND CONTINGENCIES 

To assist its employees in the acquisition of properties for dwellings or for 
recreational purposes, the company has guaranteed mortgage loans for a total 
amount of $142 500. 


TEN-YEAR REVIEW 


PRODUCTION (000 omitted) 

Newsprint (1) 

EARNINGS (000 omitted) 

Net revenue from sales and newsprint machine 
rental 

Gain on foreign exchange 

Investment income 

Interest on long-term debt 

Depreciation 


Earnings before income taxes and minority 
shareholders' interest 


Income taxes 


Minority shareholders' interest in earnings of 
subsidiaries 


Net earnings 


Cash flow 
FINANCIAL POSITION (000 omitted) 


Working capital i US. WAS § 14,654 
Net fixed assets (5) PO, AUS 27,308 
Other assets i, Way 675 
Long-term debt 16, 196 16, 841 
Deferred income taxes 3,411 PLAS 
Preferred capital stock 6,000 6,000 
Common shareholders' equity (5) IPS}, SEK} iS; , 35) 7 


Ratio - current assets to current liabilities 4, 1:1 4,5:1 
PER COMMON SHARE (2) 


Net earnings (3) 

Dividend rate 

Cash flow 

Book value (5) 

NOTES: 

1. Total mill production, lease machine included. 

2. Based on present outstanding share capital of 1,800,000 shares. 


3. After deducting $0.10 in 1967 and $0.21 in 1968, 1969, 1970 and 1971 
for preferred dividends, 


0, Sy 0. 80 
0. 40 Osi 2/3 
1, 41 gta) 
6.90 6. 03 


4, Includes data of subsidiaries - Charlevoix Paper Company Limited and 
Malbaie Paper Company Ltd. 


5. 1970 figures restated, see note 4 to financial statements. 
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Rapport intérimaire aux actionnaires 


Le bénéfice net des six mois terminés le 30 juin 1971 a 
été de $266,577 a comparer a $770,000 pour la période 
correspondante de l’an dernier. 

Aprés avoir pourvu au paiement des dividendes sur les 
actions privilégiées, le bénéfice net attribuable aux actions 
ordinaires est de $79,077 a rapprocher de $582,500 en 1970, 
soit $0.04 par action 4 comparer a $0.32 par action en 
1970. 

La réduction considérable dans le bénéfice net est due 
a la diminution du gain sur le change du dollar améri- 
cain et a l’augmentation du cout de fabrication. 

La demande du papier-journal aux Etats-Unis a sensi- 
blement diminué. De plus une gréve actuellement en 
cours depuis le début de mai chez un de nos clients a 
contribué a la diminution de nos expéditions. Nous avons 
df en conséquence interrompre nos opérations durant une 
semaine en juillet et il est prévu qu’un nouvel arrét d'une 
semaine sera nécessaire d'ici la fin de /’éte. 

Nous estimons que le bénéfice net du deuxi¢me semes- 
tre sera supérieur a celui des premiers six mois reporté 
ci-dessus. ‘Toutefois, le bénéfice net estimé pour 1971 
sera de beaucoup inférieur a celui de l’an dernier. 

Dans les circonstances, les administrateurs ont jugé 
prudent de réduire de nouveau le taux du dividende 
trimestriel. En conséquence, un dividende de $0.04 par 
action ordinaire a été déclaré payable le ler septembre 
prochain aux actionnaires inscrits le 16 aout 1971. 

Monsieur George T. Donohue, ancien président de la 
compagnie qui a largement contribué au progres de l’en- 
treprise au cours de nombreuses années, a démissionné 
comme membre du conseil d’administration. Monsieur 
Hervé Hébert, actuaire-conseil, a été élu membre du 
conseil d’administration pour remplacer monsieur George 
T. Donohue. 


A. Emile Beauvais, C.A., Président du Conseil 


Québec Qué. 
Le 12 aout 1971 


Interim Report to Our Shareholders 


Net earnings for the six months ending June 30, 1971 
are $266,577 as compared with $770,000 for the corres- 
ponding period of last year. 

After providing for payment of dividends on preferred 
shares, net earnings attributable to common shares are 
$79,077 or $0.04 per share as compared with $582,500 or 
$0.32 per share in 1970. 

This considerable decrease in earnings is due to the 
reduction in the exchange value of the U.S. dollar and 
increased manufacturing costs. 

The demand for newsprint in the United States has 
decreased. Moreover a strike which began early in May 
and not yet settled is seriously affecting deliveries to one 
of our important clients, Consequently we have had to 
stop operations for one week in July and may have to 
shut down again for another week before the end of the 
summer. 

We estimate that the net earnings for the second half 
of 1971 will be greater than for the six months herein- 
above mentioned. However the estimated earnings for 
1971 will be much lower than those reported for last 

ear, 

‘ In the light of these conditions which are general 
throughout the newsprint industry, your Directors have 
thought it prudent to further reduce the rate of the next 
quarterly dividend. Therefore a dividend of $0.04 per com- 
mon share was declared payable on Septembre Ist next to 
shareholders of record as at August 16th 1971. 

Mr. George IT. Donohue, a former President of the 
Company, who has contributed over a period of many 
years to the progress of the Company, has retired as a 
member of the Board. Mr. Hervé Hébert, Consulting 
Actuary, has been elected to the Board of Directors to fill 
the vacancy. 

A. Emile Beauvais, C.A., Chairman 
Quebec, Que. 
August 12, 1971 
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LA COMPAGNIE DONOHUE LIMITEE 


et ses filiales 
Rapport intérimaire au 30 juin 1971 


THE DONOHUE COMPANY LIMITED 


and Subsidiary Companies 


Interim Report as at June 30, 1971 


LA COMPAGNIE DONOHUE LIMITEE 
THE DONOHUE COMPANY LIMITED 


Etat consolidé des bénéfices 


pour les six mois terminés le 30 juin 1971 
avec chiffres comparatifs pour 1970 


Revenus des ventes et de la. location d’une 
machine a papier, moins cout des produits 
vendus, frais de vente et d’administration.... 
Gain sur ‘change vetranper. ac -cr te etre 


Revenus de placements............:.sssessssessseenseeeen 


Intéréts sur dette 4, long stermes.cy cea 
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Bénéfice avant impot sur le revenu................ 
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Intéréts minoritaires dans les 
bénéfices des: filialesseee ee 
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Par action (aprés dividendes sur 
ACLIONS PIIVILCRICES) eaters vere caw ckees 


NOTE: 


Sous réserve de la vérification et des 
régularisations en fin d’exercice 


1971 


$1,875,829 
189,556 


2,065,385 


178,696 


2,244,081 


579,529 


1,664,552 
751,170 


913,382 
Cd eA 


466,225 
199,648 


$ 266,577 


$ 0.04 


Consolidated Statement of Earnings 


for the six months ended June 30, 1971 
with comparative figures for 1970 


1970 
Revenue from sales and newsprint machine 
rental, less cost of sales, selling and ad- 
$2,624,791) | cccaccevnee wee eee ministrative expenses 
754,802 0 ccsccckee eee Gain on foreign exchange 
8,579,595 
352,600". cchueae eee Investment’ income 
3,732,193 
616,430." uch ee Interest on long term debt 
3,115,763 
841,500 ccncntorsend tance oe ee Depreciation 
2,214,208 | ree eee Earnings before income taxes 
1 209,455 cescsenngrensencopseveasee COVISION LOL aMCOMEN tants 
1,064,808 
Minority interest in earnings 
294,808. cciectessce he of subsidiaries 
$.°7:70,000) Te eee | Seces ogee eee ee Net earnings 
Per share (after preferred 
P 0.32 ccsteshstaeventeadeinee eee ene dividends) 


NOTE: 


Subject to year end audit and 
adjustments 


